




... Dividends rise more slowly than
other types of income, but
new elD guidelines may help.
Western Consumer Budgets
... A moderate budget for the
typical urban Western family
probably now costs over $12,000.
RCPC's-Transitional Step
... Regional check-processing
centers represent a step
towards new payments system.
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investors) gota lift recently when
the Committee on Interest and
Dividends (CID) eased its guide-
lines on corporate dividend pay-
ments. As a welcome side-effect,
this ruling helped check tempo-
rarily the downward slide of the
stock market, as stockholders
came to realize that higher yields
on their investments were at least
possible, even if price apprecia-
tion should continue to be a
mirage.
The new guidelines allow firms to
continue operating under the old
standard, which limits increases
in payments to no more than 4
percent over the prior year, but
they also provide a second op-
tion which bases current pay-
ments on historical payout ratios
for the last five years. The new
option provides that the aggre-
gate cash payment per share in
1973, calculated as the percen-
tage of per-share profits after
taxes in the last completed fiscal
year, cannot exceed the firm's
average payout ratio for the 1968-
72 period.
The Economic Stabilization Act of
1970 included no provisions re-
garding dividend or interest
payments, but in the 1971 freeze,
the Secretary of Commerce re-
quested the 1300 largest corpora-
tions to forego dividend in-
creases temporarily. As the
freeze period ended, the CID set
the 1972 guidelines, requesting
firms to limit increases to 4 per-
cent above the largest per-share
dividend paid during calendar
1971 or the fiscal years 1969-71.
The 4-percent guideline con-
tinued during Phase III, and that
option is still available to corpo-
rate managers, along with the
option to base their payments on
historical payout ratios. The new
option takes as the standard the
same span of years as is used for
monitoring profit-margin per-
formance under the stabilization
program.
Why dividends lag
Dividend payments in the aggre-
gate have lagged considerably
behind the growth of other types
of income over the past several
decades, especially in the most
recent period. In recent years
also, payouts have lagged far
behind earlier dividend growth.
These payouts were held down
by the poor performance of
profits during the sluggish 1969-
71 period, and were also affected
by the CID gUidelines as the
economy moved out of reces-
sion.
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•Dividend payments increase at slower pace than other forms of
income, such as wages, interest and social security
Between 1967 and 1972, divi-
dends increased only 22 percent,
to $26.0 billion last year, as
against gains of 50 percent or
more in employee compensation
and personal interest payments.
Meanwhile, social-security and
other transfer payments actually
doubled. Except in 1968, in-
creases of dividends were rela-
tively small throughout this pe-
riod. After several years'
sluggishness, dividends rose by
3% percent in 1972, roughly in
line with the guideline increase,
but in contrast, interest payments
last year increased about 7 per-
cent, employee compensation 10
percent, and social-security pay-
ments 13 percent.
Dividend payments have closely
paralleled corporate profits over
time. (Both tripled in size over
the past two decades). Conse-
quently, with profits rising only
19 percent between 1967 and
1972, dividend payments not sur-
prisingly were held to a 22-per-
cent increase.
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The payout ratio meanwhile has
fluctuated considerably, re-
flecting the tendency for corpo-
rate directors to adjust dividend
policy to profits performance
with a certain lag. In 1967, corpo-
rations paid out 46 cents for
every profit dollar, but the ratio





Dividend payments closely parallel growth of corporate profits, but
payout ratio shows substantial fluctuations
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affectthe dividend decisions of
corporate managers. According
to a recent Conference Board
study, most managers look first
at corporate earnings records,
present and prospective, when
deciding on the size of payout.
Th is involves an analysis of the
firm's cash flow and anticipated
need for funds. Also, corpora-
tions frequently are influenced in
their decisions by past dividend
practices, and this shows up in
attempts to maintain the conti-
nuityor regularity of dividend
payments, or to maintain a stable
rate of dividends per share.
Seven out of ten surveyed firms
targeted their payout at some-
where between 40 and 60 percent
of after-tax profits each year.
With profits now rising and CID
guidelines easing, all these policy
considerations would suggest a
substantial expansion of dividend
payments as time goes on.
modest increases in dividends
and sharp declines in profits. In
the 1970 recession year, the ratio
jumped to 63 percent-the
highest level of the past
generation-but then fell off
again in linewith the recent
recovery in profits. In the first
quarter of 1973, the ratio fell to
40 percent, partly because of the
lag in adjustment to that profits
upsurge, but also because of the
payout limitation enforced by the
old CID guidelines.Bonds favored
Nonetheless, for several decades
now, investors have been turning
to bonds rather than to stocks as
a source of current income. In
1953 dividend payments totaled
$8.9 billion, as against $11.8 bil-
lion in interest payments. But in
the second quarter of 1973, divi-
dends were $27.3 billion (at an
annual rate) compared with $85.7
billion in interest payments.
One reason for the relative di-
senchantment may be the weak-
ness of stock prices, at least over
the last half-decade. (After rising
almost 50 percent between 1%2
and 1967, the Standard and Poor
stock index increased only 19
percent over the past half-
decade). Related to this is the
fact that bond yields far out-
stripped dividend yields during
















Dividend yield on stocks falls considerably below bond yield over
past several decades ... gap widens in recent years It was not always thus. In 1953
dividends provided a 5.80 per-
cent yield for the S&P stock in-
dex, while the corporate-bond
yield averaged no more than 3.20
percent. By 1967 these figures
were almost exactly reversed,
and since then the spread has
widened even more in favor of
bonds. By the first quarter of
1973, the dividend yield was only




During the market upsurge of the
past several decades, dividend
payouts seemed far less impor-
tant to Wall Street money man-
agers than potential increases in
earnings per share. In those
days, the securities that seemed
most attractive often paid nom-
inal dividends or none at all;
according to one analysis cov-
ering the period 1960-70, the
most profitable firms paid out on
the average only 25 percent of
their net income, while the least
profitable paid out 60 percent in
dividends. Because of this em-
phasis on profits growth, inves-
tors and corporate managers pre-
ferred to see earnings piled back
into expansion or diversification
that would produce further in-
creases in earnings per share. But
then, as the "gunslingers" era on
Wall Street came to an end,
investors began to adopt a more
traditional approach and showed
renewed interest in yields.
One stock-market study con-
ducted at the University of Chi-
cago indicates that dividends
have always comprised a large
part ofthe total return to inves-
tors. Over the 1926-65 period, the
average annual return amounted
to 9.3 percent, and over one-half
of this return came from divi-
dends rather than price apprecia-
tion.
Higher payout?
The recent CID action may stimu-
late corporate directors to boost
dividend payments. In fact, the
Committee noted that "it was
guided primarily by considera-
tions of equity" in easing payout
restraints-in other words, that it
was attempting to provide par-
allel treatment fo~ differenttypes
of income. At the same time, the
continuation of the basic guide-
lines indicates that an upper limit
will be maintained on the size of
payout. Under the old 4-percent
guideline, total dividend pay-
ments this year could rise to
about $27.0 billion, whereas
under the new option, the upper
limit may be around $29.2 billion.
Executives might be tempted for
reasons of their own to set a limit
on dividend increases. They re-
alize that external funds could
dry up in the developing atmos-
phere of financial stringency-
despite that fact that the corpo-
rate sector is usually the last to
be hit by tight money-and they
know also that many other uses
besides dividends exist for cor-
porate cash, such as heavy cap-
ital-spending programs.
With Phase 4 controls now set in
place, industries generally may
have trouble maintaining profit
margins, because ofthe switch
from a percentage mark-up to a
dollar-for-dollar passthrough of
cost increases. Moreover, some
industries (such as transporta-
tion) that have considerable
leeway under the new formula
for boosting dividends are in no
position to do so because of their
lack of profitability. In any case,
the percentage of after-tax profits
paid out in 1973 is almost certain
to fall somewhat below 1972's 47-
percent ratio, simply because the
new formula applies to 1972 earn-
ings instead of the much higher
projected 1973 profits.
However, considerably more
leeway for higher dividends
would exist next year, if the new
formula were then applied to
1973 profits-and if the overall
profits trend were to remain fa-
vorable in the face of Phase 4
controls and perhaps also a dece-
lerating economy. After-tax
profits jumped 26 percent, and
cash flow 20 percent, between
the first quarter of 1972 and the
first quarter of 1973. In view of
those increases, as well as the
usual tendency for dividend pay-
outs to follow profits trends, divi-
dends quite possibly may begin
to grow apace with other types of
income.
William Burke
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